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Presenter
Presentation Notes
This lesson covers how to identify and report income sources that do not have their own line on Form 1040 
Addresses the foreign earned income exclusion reported on Form 2555 or 2555-EZ


About Other Income: Form 1040, Line 21

* Additional resources listed in L&LT “References” tab
* Review all tips and cautions in the lesson
* Read all examples and sample interviews

* We will review answers to each exercise



Presenter
Presentation Notes
Review list of references 	
Discuss all tips and cautions in detail. 
Ask students to read and/or role-play examples and sample interviews. 
Review answers to each exercise; ask students how they arrived at their answers. 	


Objectives — Other Income; Form 1040, Line 21

Determine:
e Other types of income and how to report them

* Determine the requirements for the cancellation of debt on
nonbusiness credit card debt when preparing tax returns

* Determine when canceled credit card debt is included in gross income
on Form 1040

* How to properly report income earned from worldwide sources
* Who is eligible for the foreign earned income exclusion

* How to calculate the excludible amount using Form 2555, Foreign
Earned Income, or Form 2555-EZ, Foreign Earned Income Exclusion

e Time Required: 1 hour



Presenter
Presentation Notes
Review lesson objectives. 
Other Types of Income is for Basic or Advanced certification. Nonbusiness credit card debit is for Advanced certification. Worldwide income is for International certification.
State the presentation time. 	


Topics

- ]

e Other Income

* Nonbusiness Credit Card Debt

-

* Worldwide Income

* Foreign Earned Income Exclusion
 Period of Stay

e Qualifying Income

* Reporting Other Income




Key Terms

Definitions are always available in the L&LT online Glossary.
* Blocked Income

* Bona Fide Residence Test

* Coverdell ESA

* Foreign Earned Income Exclusion
* Foreign Tax Credit

 Period of Stay

* Physical Presence Test

* Medicaid Waiver Payments

* Regular Place of Abode

* Tax Home

e Worldwide Income
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Presentation Notes
Blocked income: Blocked income is when a taxpayer cannot convert foreign currency to U.S. dollars due to local law or local government policy. Special tax rules allow taxpayers with blocked income to delay reporting part of their income.
Bona Fide Residence Test: To meet the bona fide residence test for the foreign earned income exclusion, taxpayers must show that they have set up permanent quarters in a foreign country for an entire, uninterrupted tax year.
Coverdell ESA: A Coverdell ESA is a trust or custodial account created or organized in the United States only for the purpose of paying the qualified education expenses of the designated beneficiary of the account.
Foreign Earned Income Exclusion: The foreign earned income exclusion allows eligible taxpayers to avoid paying federal income tax on their foreign earned income.
Foreign Tax Credit: U.S. tax credit used to offset any foreign income tax taxpayers have paid on qualified income that is also subject to U.S. federal income tax.
Period of Stay: Amount of time a taxpayer stays in a foreign country, which is one of the factors used to determine whether the taxpayer is eligible for the foreign earned income exclusion. To meet the period of stay requirement, the taxpayer must meet either the Bona Fide Residency test or the Physical Presence test.
Physical Presence Test: To meet the physical presence test for the foreign earned income exclusion, a taxpayer must be physically present in a foreign country 330 full days during a period of twelve consecutive months.
Medicaid Waiver Payments: Qualified payments by a state, political subdivision of a state, certified Medicaid provider under a Medicaid waiver program to an individual care provider for nonmedical support services provided under a plan of care to an individual (whether related or unrelated) living in the individual care provider's home.�Regular Place of Abode: One’s home, habitation, domicile, or place of dwelling. For purposes of the foreign earned income tax exclusion, if a taxpayer works overseas for an indefinite period of time, and his or her regular place of abode is the U.S., the taxpayer cannot designate the foreign country as the tax home.
Tax Home: The country in which the taxpayer is permanently or indefinitely engaged to work as an employee or self-employed individual, regardless of where the taxpayer maintains his or her family home. For taxpayers who work abroad, but do not have a regular place of business because of the nature of the work, their tax home is the place where they regularly live.
Worldwide Income: U.S. citizens and U.S. resident aliens are required to report worldwide income on a U.S. tax return regardless of where they live and even if the income is taxed by the country in which it was earned. Filing requirements are the same as for U.S. citizens and U.S. resident aliens living in the United States and apply whether income is from within or outside the U.S.
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Presentation Notes
Direct students to Pub 4012, Table A – Examples of Taxable Income.
Direct students to the TaxWise Income screen, line 21, and demonstrate linking to Form W-2G




Other Income

See L&LT for details on these types of other income:
* Medicaid Waiver Payments

* Coverdell ESA

* Nonbusiness Credit Card Debt Cancellation

e Health Savings Account distributions



Presenter
Presentation Notes
Remind students there is an optional specialty course for HSA available for qualified volunteers.


Worldwide Income

* For U.S. citizens and resident aliens, income earned outside the U.S. is
subject to the same taxes and filing requirements as U.S. income.

* Amounts reported on a U.S. return must be converted to U.S. dollars.
What exchange rate do you use?

* Use the rate in effect when the income was received.

* The average annual exchange rate can be used if:
* Foreign income was received evenly throughout the year, and
* The foreign exchange rate was relatively stable during the year

* Monthly exchange rates can be used for foreign income earned evenly
for one or more months, but not the whole year.

Amount of foreign currency

: = Amount in U.5. dollars
Exchange rate of foreign currency to one U.S._ dollar
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Presentation Notes
Discuss formula for currency conversion. To convert a sum of money into U.S. dollars, divide the amount of foreign currency by the exchange rate for the foreign currency to one U.S. dollar.


Foreign Earned Income Exclusion

* Allows qualified taxpayers to voluntarily exclude foreign earnings from
taxable income —amount is indexed to inflation, updated yearly

* Does not apply to members of Armed Forces or U.S. government
employees

* Taxpayers cannot claim the earned income credit or foreign tax credit
if using this exclusion

U.S. Citizens
and

include U.S. territories or possessions — Resident Aliens

Abroad

see Chapter 4 of Pub 54 for details T
 Claimed using Form 2555 or Form 2555-EZ

* The term “foreign country” does not = Tax Guide for

Current year not available
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Presentation Notes
Point out that volunteers should help taxpayers determine if taking the exclusion will benefit them; TaxWise will calculate the tax for comparison. 

http://www.irs.gov/pub/irs-pdf/p54.pdf
http://www.irs.gov/pub/irs-pdf/f2555.pdf
http://www.irs.gov/pub/irs-pdf/f2555ez.pdf

Foreign Earned Income Exclusion

* To be eligible, the taxpayer must:
* Demonstrate that his or her tax home is in a foreign country

* Meet a period of stay requirement — either the bona fide residence
test or the physical presence test

* Have income that qualifies as foreign earned income

* Married couples — requirements must be met separately for each
person

» Taxpayers whose “regular place of abode” is in the U.S. cannot be
considered to have a foreign tax home and would not qualify for the
exclusion —see Pub 54 for details
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Presentation Notes
Point out that the tax home is generally the country in which taxpayers maintain their place of business. 
Walk through or role play the Topic Activity with students.

http://www.irs.gov/pub/irs-pdf/p54.pdf

Period of Stay

* What is required to meet the period of stay requirement?

* Bona fide residence test — taxpayer must have set up permanent
guarters in a foreign country for an entire, uninterrupted tax year.

* Physical presence test — taxpayers must be physically present in a
foreign country 330 full days in 12 consecutive months

First Full 12-Manth Period

AL

Feb
14 14

~

* 28-day vacation in the United States Second Full 12-Manth Period
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Remind students the period of stay requirement may be waived if a taxpayer is forced to leave a foreign country because of war, civil unrest, or similar adverse conditions.
Walk through or role play the Topic Activity with students.



Qualifying Income

* Must be earned income for services (other than military or U.S.
government) performed in a foreign country

* Salaries

* Wages

* Commissions

* Professional fees
 Self-employment income

* What types of income would not qualify?

 Dividends, interest, capital gains, alimony, social security benefits,
pensions, annuities




Reporting on Form 2555 and 2555-EZ

e To use Form 2555-EZ7, the taxpayer must:

* Be a U.S. citizen or resident alien who has wages and salaries, but not
self-employment income

* Have a total foreign earned income below maximum allowed
* Not claim any business or moving expenses

* Taxpayers who do not meet these conditions must use Form 2555
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Tl  Tests To See If You Can Take the Foreign Earned Income Exclusion
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Direct students to review Form 2555 or Form 2555-EZ. 



Reporting on Form 2555 and 2555-EZ

e Reporting on Form 2555 and 2555-EZ using TaxWise
* Link to Form 2555 or Form 2555-EZ from line 21

* The exclusion amount is calculated by TaxWise and entered as a
negative number on Form 1040, line 21

21 OAher income.
Type: Amount |
= Amounts from Forme W25, B478, 8514, and 10990 HSA MSA MEDMSA, LTC,
Schedules K-1, ESAs, QTPs. NOL camryovers, and recovenes of temized
deductions transfer hare. If you are using the statement, chack hare
AND manually enter 0 on the statement.
exclusion and amount; 0 Form 2555 or 2555-EZ only.
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Presentation Notes
Direct students to TaxWise Income screen, line 21, and link to Form 2555 or Form 2555-EZ. 



Out of Scope for this Lesson:

Distributions from Educational Savings Accounts in which the:
* Funds were not used for qualified education expenses, or

 Distribution was more than the amount of the qualified expenses



Presenter
Presentation Notes
Remind students this list may not include ALL out of scope topics.



Summary

* Line 21, Other Income, includes any taxable income for which there is
not a specific line identified.

* U.S. citizens and resident aliens are taxed on worldwide income, and
must file a U.S. tax return even if all the income is from foreign sources,
and even if they paid (or will pay) taxes to another country.

* Amounts received in foreign currency must be converted to U.S. dollars
for reporting on the return. Use the exchange rate prevailing when the
taxpayer receives the pay.

* If the taxpayer is eligible to exclude some or all of foreign earned
income, complete Forms 2555 or 2555-EZ. The excludible amount will
be entered as a negative number on line 21.

e Optional specialty course on Health Savings Accounts is available.



Presenter
Presentation Notes
Review Summary topics from L&LT or 4491


Practice

* Select the practice exercise for Form 1040, line 21, based on your

certification course of study.
24491 W

* Complete the exercise

VITA/TCE Problems and Exercises _
UMmﬂMm TﬂE:.lsslsIHr.l‘ !\'rrm ! T:EJ EIIHQE?IHUEIN s Ebderly (TCE) md‘ RETUHNS
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Presentation Notes
Verify students have correctly completed Form 2555-EZ and Form 1040 line 7 and 21. 
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